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Norfolk, Virginia, March 10, 1943. 


To the Stockholders of 

Colonial Stores Incorporated: 


The Annual Report of your Company for the fiscal year ended December 26, 1942, including 
financial statements and the Auditors’ Report thereon, is presented herewith. 


Operations: 

Sales during 1942 were again at record levels, being 37.72% greater than in 1941. Higher 
retail prices in our industry were an important factor in this large increase, although, in spite of 
rationing restrictions and scarcity of many items of merchandise, tonnage movement was substantially 
ahead of last year. The accompanying graph reflects the progressive growth of sales volume for 
the past ten years. 

Net income for the year, including the post¬ 
war tax refund and retroactive tax credit, was 
$725,885, which, after allowance for dividend 
requirements on the 5% Cumulative Preferred 
Stock, Series “A” (earned 5.2 times) was at the 
rate of $2.39 for each share of Common Stock. 

The cash outlay for estimated 1942 taxes will be 
$98,000 more than shown. That amount, repre¬ 
senting 10% of the Company’s excess tax liability, 
under the 1942 Revenue Act, is refundable after 
the conclusion of hostilities. 

The net income of the Company for the last three years, as adjusted to give effect to savings 
from retroactive tax legislation in the respective years, is shown in the following condensed state¬ 
ment. These savings amounted to $88,024 applicable to 1941 earnings and $45,000 applicable to 
1940 earnings. 



Sales _ 

Net profit, before depreciation 

and taxes on income _ 

Appropriation for depreciation and amortization 

Balance _ 

Estimated Federal and State taxes upon income _ 

Net income (as adjusted) _ 

Net profit per $1.00 of sales _ 

Figures for 1940 and prior years used in the foregoing st 
of David Pender Grocery Company and Southern Groce 


1942 

1941 

1940 

$80,126,158 

$58,178,638 

$46,238,374 

2,383,625 

1,689,410 

1,297,283 

475,764 

415,681 

313,495 

1,907,861 

1,273,729 

983,788 

1,270,000 

574,426 

305,000 

637,861 

699,303 

678,788 

0.8c 

1.2c 

1.5c 


nent and sales graph represent the combined accounts 
Stores, Inc., prior to the merger, December 19, 1940. 


Although the gross profit margin in 1942 was materially lower, this reduction was more than 
offset by decreased operating expense and depreciation ratios, resulting in 50% larger net profits, 
before income taxes, than for the preceding year. Your attention is directed to the fact, however, 
that increasing tax burdens have stabilized net income available for stockholders at approximately 
the 1940 level as shown below. 

Adjusted Income Taxes and Net Income Per Share of Common Stock 

1942 1941 1940 

Federal and State taxes upon income - $5.18 $2.34 $1.24 

Net Earnings after taxes and preferred 

dividends _ $2.03 $2.29 $2.20 

Regular quarterly dividends, totaling $2.50 and $1.00 per share on the preferred and common 
stock, respectively, were paid during the year. 

In compliance with the preferred stock sinking fund requirements, the sum of $45,177 (based 
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on the earnings of the year 1942) will be set aside for the retirement of preferred stock. This 
amount, together with the unused balance of $12, remaining in the sinking fund after the retirement 
during 1942 of 524 shares of preferred stock at a cost of $22,244, has been deducted from working 
capital as of December 26, 1942. In addition, the first installment of $155,000 must be paid to the 
sinking fund for the retirement of the 3^6% Debenture Bonds on or before September 30th, 1943. 

Under the Company’s incentive compensation plan, payments aggregating $239,201 w r ere 
made to all full-time employees, including $64,405 to the principal executives. Of the latter 
amount 40% is being applied by the executives to the purchase of the Company’s common stock in 
the open market. 


Financial: 

The following comparative condensed balance sheets, as of the end of the fiscal years 1942 
and 1941, set forth the principal changes in the Company’s financial condition during the year. 



Fiscal Year 

Increase or 


1942 

1941 

Decrease 

Current Assets: 




Cash ------- 

$2,482,428 

$1,633,870 

$848,558 

Accounts receivable (less reserves) _ 

307,599 

231,362 

76,237 

Inventories _ 

6,049,786 

4,527,561 

1,522,22 5 

Total Current Assets _ 

8,839,813 

6,392,793 

2,447,020 

Current Liabilities: 




Accounts payable ---- 

1,908,263 

1,244,655 

663,608 

Accrued liabilities --- -- 

348,649 

193,172 

155,477 

Reserve for taxes upon income-. .- 

1,399,344 

686,071 

713,273 

Debt sinking fund payment due 




within one year —.... 

155,000 


155,000 

Total Current Liabilities _ 

3.811,256 

2,123,898 

1,687,358 

Net Working Capital . .. 

5,028,557 

4,268,895 

759,662 

Other Assets: 




Investments - - _ — - 

201,709 

190,824 

10,885 

Post-war refund-taxes __— 

98,000 


98,000 

Fixed assets, less depreciation _ 

2,779,213 

2,691,058 

88,155 

Prepaid and deferred charges.. . 

387,946 

401,808 

13,862 

Goodwill -... 

2 

2 


Total Assets, less Current Liabilities ... 

8,495,427 

7,552,587 

942,840 

Represented by: 




Longterm debt_ __ 

2,645,000 

2,000,000 

645,000 

Reserve _ 

21,402 

20,263 

1,139 

Capital stock and surplus, less 




preferred sinking fund __ 

5,829,025 

5,53 2,324 

296,701 

Total ________ _ 

$8,495,427 

$7,552,587 

$942,840 


To provide additional working capital, $800,000 principal amount of 3^i% Sinking Fund 
Debenture Bonds due in 1956 were sold at par to the institutional holder of the original $2,000,000 
issue. These bonds were issued under a supplement to the original indenture which contained 
substantially the same terms and conditions, except that the annual sinking fund requirement on the 
new issue is $55,000 for 13 years, with the final payment of $85,000 due October 1, 1956. 

Working capital was $5,028,557 at the end of the year, an increase of $759,662, which resulted 
principally from the new financing. Current assets were 2.32 times current liabilities at the end of 
the year, as compared with a ratio of 3.01 to 1 upon December 27, 1941. The less favorable ratio 
is due almost entirely to the larger accrual for taxes upon income. 

The rise in inventory values was due to sharply increased costs and additional merchandise, 
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substantially all of which was necessary to obtain maximum use of the new warehouses at Durham, 
North Carolina and Thomasville, Georgia. The rate of average inventory turnover showed an 
improvement. 

The cost of additions and improvements to properties was $568,796 and provision for deprecia¬ 
tion and amortization of property, plant and equipment was $475,764. 

The increase in investments represents additional cash surrender value of life insurance policies. 

After payment of dividends, a balance of $341,878 was added to earned surplus. 

Properties: 

On December 26th, 1942, there were 517 stores, including 73 super-markets and 65 self- 
service stores, in operation. During the year seven super-markets and 28 self-service stores were 
opened and 45 conventional stores either converted into self-service units or closed. Subse¬ 
quent to December 26, 1942, 74 additional conventional stores, which could not be operated eco¬ 
nomically under war conditions have been closed. It is anticipated that the greater part of their sales 
volume will be retained by the Company in its other stores. 

Ihe modern facilities of the new warehouse at Durham, North Carolina, which was opened 
during the year, have improved North Carolina operations. The shorter distances between this 
warehouse and the North Carolina stores has made it possible to materially reduce the miles 
traveled by the Company’s trucks, with a consequent saving of gasoline, tires and equipment. 

The War Program: 

Maintaining adequate civilian food supplies is as necessary to waging war as the building of 
ships, tanks and airplanes. 1 he territory we serve includes several critical war areas and your 
Company gladly assumes a heavy share of responsibility for carrying on this most vital service. 

In addition, more than eleven hundred members of Colonial’s organization have already 
gone and others are leaving each day to join the armed forces of our Country. Employees are buying 
War Bonds to the limit of their ability and the Company has been cited by the United States Treasury 
Department for distinguished service in promoting the sale of Government bonds and war savings 
stamps through its stores. We have cooperated with Government sponsored conservation and 
nutrition programs. Our organization and all of its facilities have been available to Government 
agencies for advice and assistance in matters of food supply and distribution. 

Conclusion: 

New and ever more complicated problems develop daily as war activities gain in intensity. 
Nearly two years ago, in anticipation of a manpower shortage, the Company established schools for 
training women to take men’s places both in stores and generally throughout all operations. While 
the results obtained have been highly satisfactory, the supply of women is rapidly diminishing. 
Record keeping and procedures required under Government regulations, designed to control infla¬ 
tion and secure an equitable distribution of scarce items of food, have imposed heavy additional 
loads of expense and work upon the Company and its organization. 

Results for the year, produced under these unusual and difficult circumstances, demonstrate more 
than ever before the determined spirit and splendid loyalty of the fine men and women of the 
Colonial organization. They fully recognize their obligations and are prepared to make any necessary 
sacrifice to hasten the day of final victory. 

Respectfully submitted, 


\ 
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PROFIT AND LOSS ACCOUNT 
For the Year Ended December 26, 1942 


Net sales. ..... 

Cost of goods sold, including certain occupancy and buying expenses — $ 66,779,637.48 


Selling, general and administrative expenses, exclusive of certain 
occupancy and buying expenses -... 10,878,773.29 

Provision for depreciation and amortization of property, plant and 
equipment - 475,763.92 


Operating Profit _ 

Other Income—miscellaneous dividends, interest, etc. 


Income Deductions: 

Interest on Fifteen-Year Debentures (including amortization of 


debt expenses) _ 81,503.71 

Loss on disposal of capital assets. _ 4,878.04 


Net Income, before Provision for Income and Excess 
Profits Taxes _ 

Provision for Income and Excess Profits Taxes (Estimated): 


Federal normal income tax and surtax _ 310,000.00 

Federal excess profits tax (less post-war refund, $98,000.00) _ 882,000.00 

State income taxes _ 78,000.00 

1,270,000.00 

Less Credit arising from retroactive provisions of Revenue Act 

of 1942, applicable to earnings reported for the year 1941 _ 88,024.52 

Net Income, carried to Earned Surplus _ 


$ 80,126,158.30 


78,134,174.69 

1,991,983.61 

2,258.87 

1,994,242.48 


86,381.75 

1,907,860.73 


1,181,975.48 
$ 725,885.25 
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Tulomal Ston 


BALANC1 

I 

As of Decem 


ASSETS 

Current Assets: 

Cash in banks and on hand, less preferred stock sinking fund 

appropriation, $45,188.87 _ 

Accounts Receivable: 

Customers* accounts receivable _ 

Claims, allowances and other trade receivables _ 

Miscellaneous (including advances to officer and employee, 
$2,445.13) _ 

Less Reserve for doubtful accounts _ 


$ 2,482,427.85 


$ 133,568.34 
165,207.77 

30,348.17 

329,124.28 

21,525.46 307,598.82 


Inventories: (Note “1”) 

Stores and markets _ 

Warehouses and bakeries _ 

Merchandise in transit _ 

Total Current Assets 


2,784,042.91 

2,850,983.43 

414,760.30 6,049,786.64 

8,839,813.31 


Sinking Fund for Retirement of 5% Cumulative Preferred 

Stock, Series “A” (Note “2(c)”) _ 

Post-War Refund of Federal Excess Profits Tax _ 


45,188.87 

98,000.00 


Investments: 

Cash surrender value of life insurance policies 

(face amount $337,500.00) _ 

Investment in class “B” stock of National Food Products 
Corporation — affiliated company — at cost, less reserve, 

$22,180.50 _ 

Land not used in operations — at cost to a predecessor company.. 
Miscellaneous — at cost, less reserve, $513.93 _ 

Property, Plant and Equipment at Cost: 

Land _ 

Buildings ___ 

Fixtures and equipment _ 

Delivery equipment _ 

Improvements to leased premises _ 


Less Reserves for depreciation and amortization _ 

Prepaid Expenses and Deferred Charges: 

Insurance, taxes and licenses _ 

Supplies _ 

Unamortized debt expenses _ 

Miscellaneous _ 

Goodwill and Leaseholds — at Nominal Amount 


131,721.90 


7,992.00 

60,000.00 

1,995.00 201,708.90 

124,910.17 

336,323.60 

3,930,273.32 

380,440.42 

228,096.23 

5,000,043.74 

2,220,830.88 2,779,212.S6 


115,136.48 

232,236.58 

28,389.01 

12,184.05 387,946.12 

2.00 

$ 12,351,872.06 


(See Notes on f 
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s c Incorporateft 

SHEET 
jer 26, 1942 


Current Liabilities : 

Accounts payable — trade _ 

Accrued Liabilities: 

Salaries and wages _ 

Taxes, other than income taxes 

Interest _ 

Miscellaneous _ 


LIABILITIES 


$ 


$ 136,607.86 
172,928.10 
24,192.70 
14,919.98 


1,908,263.19 


348,648.64 


Provision for income and excess profits taxes (subject to review 
by Treasury Department)—less U. S. tax anticipation notes 

held thereagainst, $10,000. 1,399,343.81 


Liability for sinking fund installment, due September 30, 1943 


on Fifteen-Year 3^4% Sinking Fund Debentures _ 155,000.00 

Total Current Liabilities _ 3,811,255.64 


Fifteen-Year 3^4% Sinking Fund Debentures, Due October 

1, 1956 _ 2,800,000.00 

Less sinking fund installment, due September 30, 1943, included 
in current liabilities ______ 155,000.00 

Reserves for Self-Insurance of Minor Risks _ 


2,645,000.00 

21,401.72 


Capital Stock and Surplus: 

Capital Stock: (Note “2”) 

Preferred Stock: 

Authorized, 90,000 shares, par value $50.00 per share — 
issuable in series. 

Issued, 55,476 shares 5% cumulative preferred stock, series 
“A”, with purchase warrants entitling holder to purchase 
an equal number of shares of common stock _ 2,773,800.00 


i 


t 


Dllowing page) 


Common Stock: 

Authorized, 500,000 shares, par value $5.00 per share 
(55,476 shares reserved for issuance upon exercise of 
stock purchase warrants) 

Issued, 245,181 shares _ 


1,225,905.00 

3,999,705.00 


Surplus — per accompanying statement: 

Capital surplus _ $ 32,482.22 

Earned surplus (Note “3”) _ 1,842,027.48 1,874,509.70 5,874,214.70 

$ 12,351,872.06 
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Tolonlal StmcsTticoraoraterl 


BALANCE SHEET, Continued 


Notes: 

1. Inventories: 

Inventories of merchandise in warehouses, bakeries and retail markets represent physical 
inventories priced at the lower of cost or market, cost being determined by the first-in, 
first-out method and market by current replacement cost. Stores inventories have been 
determined on the basis of centrally controlled perpetual inventory records of the retail 
selling value of merchandise at each store, less a percentage calculated to reduce such 
retail value to the lower of cost or market. The amounts shown by the perpetual 
inventory controls are substantiated by physical inventories at retail, taken periodically 
throughout the year. Merchandise in transit is stated at cost, which is not in excess of 
current replacement cost. 

2. Capital Stock: 

(a) Holders of the 5% cumulative preferred stock, series “A”, are entitled to preferen¬ 

ces in liquidation or redemption in the following amounts together with, in each 
case, accrued unpaid dividends thereon: Voluntary liquidation or redemption on 
or before December 1, 1943, $55.00 per share; thereafter, $52.50 per share; in¬ 
voluntary liquidation $50.00 per share. 

(b) Each share of 5%> cumulative preferred stock, series “A”, carries with it a non-de- 

tachable purchase warrant entitling the holder to purchase one share of common 
stock of the company on or before December 1, 1943 at $15.00 per share; there¬ 
after and to December 1, 1945 at $17.00 per share; thereafter and to December 
1, 1947 at $19.00 per share. 

(c) There shall be set aside on or before April 1st of each year a sinking fund for the 

retirement of the 5% cumulative preferred stock, series “A”, in an amount equal 
to 20% of net earnings in excess of $500,000.00 for the preceding calendar year, 
but not more than $120,000.00 in any one year. 

(d) Options have been granted to the President and the Executive Vice-President entitl¬ 

ing them to purchase an aggregate of 12,000 shares of common stock on the terms 
set forth in the stock purchase warrants attached to the 5% cumulative preferred 
stock, series “A”, as described in paragraph (b) above. 

3. Surplus: 

(a) The terms of the indenture covering the Fifteen-Year 3^% Sinking Fund 

Debentures impose certain limitations upon the financial activities of the 
company, including restrictions as to the payment of dividends (other than stock 
dividends) or the purchase or retirement of its capital stock if such action would 
impair the specified ratios of current assets to current liabilities, working capital 
or undistributed earnings beyond stated limits. Of the earned surplus at Decem¬ 
ber 26, 1942, an amount of $1,234,484.61 is thereby restricted. 

(b) The terms of issuance of the 5% cumulative preferred stock, series “A”, provide 

that, so long as any of such stock remains outstanding, the company will not make 
any distribution to holders of the common stock in excess of net earnings after 
September 1, 1940 plus the sum of $250,000.00. 
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SURPLUS ACCOUNTS 
For the Year Ended December 26, 1942 


Capital Surplus 


Balance as of December 27, 1941 _ 

Add Excess of par value over cost, $22,243.91, of 524 shares of 5% 
cumulative preferred stock, series “A”, retired through sinking 
fund _ 

Balance as of December 26, 1942 _ 


Earned Surplus 


Balance as of December 27, 1941 
Net Income for year _ 


Dividends Paid: 

5% cumulative preferred stock, series “A” — $2.50 per share _ $ 138,826.25 

Common stock — $1.00 per share _ 245,181.00 


$ 28,526.13 

3,956.09 
$ 32,482.22 


$1,500,149.48 

725,885.25 

2,226,034.73 

384,007.25 


Balance as of December 26, 1942 _ 


$1,842,027.48 



















ACCOUNTANTS’ REPORT 


To the Board of Directors, 

Colonial Stores Incorporated, 

Norfolk, Va. 

We have examined the balance sheet of Colonial Stores In¬ 
corporated as of December 26, 1942, and the statements of profit and 
loss and surplus for the fiscal year then ended, have reviewed the 
system of internal control and the accounting procedures of the company 
and, without making a detailed audit of the transactions, have examined 
or tested accounting records of the company and other supporting evi¬ 
dence, by methods and to the extent we deemed appropriate. Our exami¬ 
nation was made in accordance with generally accepted auditing stan¬ 
dards applicable in the circumstances and included all procedures which 
we considered necessary. 

In our opinion, the accompanying balance sheet and related state¬ 
ments of profit and loss and surplus present fairly the position of 
Colonial Stores Incorporated at December 26, 1942 and the results of 
its operations for the year, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the 
preceding year. 

PEAT, MARWICK, MITCHELL & CO. 

Philadelphia, Pa. 

March 3, 1943. 
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Ryburn G. Clay 
T. Stockton Matthews 
Jansen Noyes 

C. T. 


W. C. Pender 
Hunter C. Phelan 
Marion Smith 
Russell B. Stearns 
John Twohy, II 
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Hunter C. Phelan ..__ President 
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J. W. Wood - Vice-President 
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Bankers Trust Company, New York, N. Y. 
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